
increuecl 40 ..... by S33 million. On I nonnaJizId bUiI, therefore,
COlaS e.".aa were flat yur~·~ar in .Q VI. I reported 1.8% decline.
several other out-of-period Idjultmentl and ICCNais off..- this one-time
item, including (1) $18 rnIion in debt rwfinancing costs that are part of PacT.,.s 0n­
going debt rwfinanl:q iitiItivI, and (2) I $S3 rnIion yur~-yu.r n:rusl in
softwarl costs due to pacTers decision to purchase softwarI rather that pay right­
to-uH fees -this incruud soflwn expense in the fourth quart8r, but will reduce
ICIflwarI DI*"H in lllar periods.

t.

Acoua-LInI Growth
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Pacific Telesis:
Line Growth Jumps
Sack Up, Minute
Growth Levels Off

Inve.tment
Conclusion

w. matntain our AccunUatI (1-2-2-1) rating on PICIicT"'" We beliIw PAC wi
pIIticipate in the upectId upward~ of the RBOC group but wiIh ... upside
for1he foIowing ruscn: (1) SignIicant ItartLIp expel•• (CMtr $1.58), curTIndy being
dlferrecl. flam II PCS blldcU wi till in 1117, (2) the Calamia IclCII marUt was
opened 10 ,.... baled~ on JItIaty 1, 1. and wi open tD ....
ccmpetlIiCln an Man::h 1,1., and (3) PeT. his It*d in the put that Is diYidInd iI
nat 100% safe glwn the~~" I difficult reguIatDcy~ and
PCS dIUticIn. DivIdend safety ccUd depend en the 0UfICClrne fA ..,.., pending
raguIatoIy dec:iIionI, incILdng deciIionI on I S21. mIian rate incruM~ by
PacT.. LI'lbundIId and tu1dIed .......... degM tD which~ wi be
fcn:IId 10 ccnIribuIe tD the wMrIII .NicI and genallUbIidy ...... WId whIItwr
the CPUCwi". the rail d .... sharIng prMicn~ in Iffec:t. W.
ecpect the CPUC 10~...__ CNIr the ret M manIhI and... fcnIeI
lOme CClI'Itirwd and Ic8Iyeaggnt8d ovMwlg tram cIvidInd lIfelyeelamL

On the pcIIIM IidI, the CPUC IUII*'ded Pdic W. 5% Pft)ductiYIy factor~
fIctor) - cappi Ig pricelil C&I"IW1I ..... but aJIowing for lome downward~.
Had the 5% productivity fadar been rnai'dIiwd, the required ,.. rlduclionl in 1996
would .... been about $111 rnlIiCln. GJvIn downward prici'Q ftuI)iIlty, M D;leCt
PacT. wi continue 10 Nduce rates, for ... MrYices IkIIy to be molt targeted by
competItorI, offMIIing nu:h of the S11e rnlJion CUIhiCln pn:Mdecl by the CPUC's
deciIian.

..
TeIeoom.....-D'*'-Y'III
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Highlights:
40 A Penny Shy, No
Changes

Revenue Growth
Lower Than
Expected, Partially
Offset By Lower Than
Forecasted Operating
Expenses .••••

I
Inte,..t Expense and
Taxes Also Lower
Than Expected

Exceptional Telco
Growth Continues

1

• SSC .arned a recurring $0.83 in 40, up 8-.4 yly. $0.01 shy of our .stimate but
in-line with consensus. On a reponed basis. SSC earned $0.85 in 40,
including the following one-time Items netting to • $0.02 gain: (1) a charge of
$139M (S88M atter-tax or $O.141.h) in SGlA to cover coat usociated
restructuring; (2) a $17OM gain (S111.5M atter-tax or SO.181sh) in other income
from the merger of Its UK cable operations with T.lewest in OCtober; and
(3) an $18M charg. ($1 1.4M after-tax or $O.02lsh) for debt refinancing. For the
full year. sse .amed S3.OS (recurring). up 10% yly. W. made no change to
our ests. of $3."2 (11.1% growth) in 1996 and $3.80 (11.1% gro~) in 1991.

•• Total revenues incrwa.ecl5.ft yur-over-yur. below our forecast of 7.5% and
30's 8.0-.4 rat. a. a mult of a 8.7% decrease in -other" revenues due to
slowing cellutar equipmtnt l'IYtnues (from price cuts) u well as the
dtconsolidation of SBe·. UK cable operations (f'lCJusified a. equity incom.
following the merger with T.lewest). local telephone revenuts. howev.r.
grew 8.1-.4, an acc.leration from 7% in 30 and toll revenues declined only
4.6%. an improvement from the 13% decfine in 30. Excluding one-time
expenses, cash operating expenses increased only 5.0-4 and total operating
expenses increased only 4.ge.4. an improvement from 30's 5.4% growth and
better than our forweast of 5.7%. Normalized operating income totaled 5830
million, up 9.3% ~ar-ovtr-)'Iar, about $40 mRlion shy of our foracut of $810
million (13-4 growth) due 10 the lIower than forKUted revenue growth.

• Int.rest expense totaled $12& mllion. S9 million IoMr than our for8CUt and
down 55 miUion yly desplt•• ,lightly higher debt balance. EQUity income from
affiliates ;ncr,aed to $4$ miUion (va. our forwcas1 of $41 million) from $12.6
million in the ~ar ago quantr due priman'ly to an improvement in the Telmex
contribution. In addition. sac', UK cabIt inYestmtnt ('5% ownership in JV
with Teltwelt) is now dtconaolidated and recJusifltd u equity income. We
estimate that TeImtx contributed about 570 mlDion (SO.07/sh) in "0, up slightly
up from 30's ses million (SO.07/sh). Partially offsetting Telmtx contribution
wu dilution from SSC, inveItrntnII in UK cable. Chile. France and Korea
(which we believe peaked in 1. at SO.1().t).121.h and .hould gradually
decline in 1996 &1997). sac reponed an tfftctlvt tax rate of only 30%. 32%
on a normarlZtd basil, lower than our forecast of 33.5% due 10 adjustments
after the discontinuation of FAa 71 In the third quarter and year..nd tax
~lerntnts. We forecast an tfftctive tax rate of ,..% going

• SSC grew total acce.. lint. a ,urprising ".5%. well aboVe our forKUt and the
30'. 4.2%. RI.identiallines grew 3.1%, up from 2.8% due to strong additional
line growth - 50% of the re.identililines added in the Jut 12 months were
additional linea and penetration iI now over 12.5%. Busintu line growth
acc.lerated to 7.".4 from 7.4% in 30. Minut.. grew 10-4, just below our
forecast and 30's 11-.4. SSC'. intralATA toft volum. dtctin.d 3.r.4 and toll
revenue declined S% due to intra1.ATA toll competition, .xpanded local calling
ar••s and a shift 10m. ton customers to discounted optional calling plans.
Overall. sac estimates that is recovers about 80% of toll revenues lost in
other revenue streams.



Strong Demand For
Vertical Service.

Cellular Recovery

• v.rticaI ••rvicII revenue accounts for 22% of total local .ervice revenues.
caner 10 custom.,. tripted in the past 12 months to reach 22% penetration of
the resid.ntial market and 4.5% penetration of the bulineU market tor a total
custom.r baH of over 1.8 million - and growing rapidly. SSC .stimates
residential penetration will reach 30% by the .nd of 1_ (over 2.5 million
SUbscribers). At an average cost of S7/month, that translates into a revenue
forecast for 1;96 of cfose to $180 miUion - and we suspect tne incr.mental
margins on these rrI.nues are .xtramely high; i•••, at least above 60%.

• Southwest.m Btn Mobile Syst.ms (SSMS) added 272,000 cellular subscribers
in the four1h quart.r for an aMuaUzed penetration gain of 3.o-~, slightly better
than our torecut 012.9% and much bener than 30's 1.5% and 4094's 2.6%
(234,000 adds). Total lublcrlbers grew 22% year-over-year to 3.659 million for
total penetration of 8%, the highest penetration rat. of the in the industry.
Industry-wide. u the subscriber bue getllarger and larger, we expect year­
over-year growth trends to continue to slow, yet the number of net adds should
continue to improve yur-over-year. ceUular revenuls grew 25% while cellular
EBITOA grew 41 % year-over-yur. refltctjng an improv.m.nt in SSMS'
ESrrDA margin to 40% from 35% in the year ago fourth quarter. W. estimate
SSMS' revenue per sub averaged S57/month, only a 6% year-over-year
decJinl, bItt.r than our estimated RBOC average decline of 9%.

TtlIcom Servicel- Z3 Fetlruary , IN
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SSC: Continued
Lin, Growth
Acceleration

Cellular Stronger
Than Year-Ago 40

Inve.tment
Conclusion

.-.........une and Minute Growth

c.nutlr Subscriber Adds and 'enetrltlon Gain­
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w. continue to rat. SBC shares AccumutIte (2) In the i1termediate term and
Buy (1) In the long-term becaUM • till .... ovw 101Jft .. gnMIh for fie
put four ~ars, II now 100% price cap ~lated, hal the lowest payout ratio of
the group, low competitfw rilk (nIW Texa law, few large cities), premier ctIIuIar
properties and low UkeJihood of rapid (and 1l*U1ative) broadband video buIId-out..
In addition, U shown by the fourth quarter ntlub, SIC continues to ~rt very
atron;, ABOC leading, growth in .. CON t8Jco operations. Finally. Ameritlch'.
and B.llSouth'. f8Cent dividend announcements let thlltage for an acceleration
in SBC', dMdIlnd growth rate (w......% in 111S and ".8% in 1114) U SIC is the
ABOC with the IowIIt pa)lOUt ratio of the group (53% in 1115) and tM highest S­
year growth forecast ("%). W. expct SIC', dividend announcement will be
madl following its Board meeting on March 21. SIC II rated 1·2-'·7.

'. ' .... ,". _~;:'.":'.!"o--



US WEST:
Strong Line And
Minute Growth
Continues

Investment
Conclusion
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Media Group cellular Sub.c:l'lber Addl and Penetration Gain
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We rate us WEST Communicatlonl Group 8-2·2·7. W. rwcenIIy lowered our
long term view on U S WEST fftwn Buy (1) to Accumu1at8 (2) baed on price. W.
maintain our target price of S3t on U S WEST lharl (15% upeide) baNd on a
target ,.. PIE multipla of 15.1x (5% dilcount to the current SIP multiple at
18.".). In addition, U S WEST off.,. a 8.3% dividend yield. We expect the
MrVice QUality problema that haw dragged down U S WEST's earnings in the
put~ wi begin to I ..ida In 1118. allowing EPS growth to accelerate
throughout the yMI'. U S WEST hal hid diffICUlty kMping up with the demand for
new lines that ruulWd from III ."g Ngional economic growth - but incrHHd
capital .xpendltUrII in 1H5 added enough capacity to h.lp reduce held ord.rs
and lhould dow US WEST to keep up with demand going forward.

TIIecclm IIMcu- 2311ebN1ry , III 31
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Highlights:
4010.01 Above,
Raised 1996E

Strongest Line
Growth of the Group

Rat. Reductions
Totaled $456M In

"'S

c.llular Slowed
Dramatically

Lon, DI.tance
Opportunity

• GTE's fourth qUlrter recurring elrnings of SO.74 per share YS. SO.67 in 1994
and fub ~ar earnings of 52.81 were one cent above our Ind consensus
estimat.s of SO.73 and $2.80. respectively. The quarterly gain is the second
consecutive increase at I doubl. digit rate. Manag.ment. at a mid·November
Conference, predicted -It leat 10% EPS growth for the fores.eabIe future.­
W. raised our' 998 estimate from $2.85 to I $2.85 • S2.90 range•.

• Telephone volum. gains were especially strong with Iccess lines up In
exc.llent 6.2% and minutes of us. up 10.r4. International Iccess lines
(included in the 6.2% glin) grew by I fairly modest 3.5% mainly due to I
reciUsflCltion in the Dominican Republic. Domestic glins in lines and usage
wert company.wiele with the Northwest and South especially strong.
Telephon. productivity atso improved with acceas lines per .mployee
increasing from 252 to 289. W. expect further improvement in 1996 with
4.000-5.000 positions .liminated.

• T.lephon. rat. adjustmentl had I negative $110 mimon impact on the fourth
quarter and for the year rates were lowered. mainly to remain competitivt. by
5456 million. In other words. GTE has be." pusing aJong aJmoIt doUar for
dollar costa .avings from procell re-enginlering. To achieYI company
predictions of &-.4 to 8% top line growth rate reductions wl1l have to .Iow in
, ;98 to perhaps half of the 1885 rat••

• Cellular euatDmer adds IJowed fairly drarna1ic:dy in 40 to a 25% annual
subscriber gain. A. tataI of 157.000 net new domestic customers were added
bringing the U.S. total to 3,011.000. For the fuD year cellular customers were
up an adjusted 30%. Domestic penetration is 8.3%. Average monthly revenue
per lubscriber was.1 down from the S66 a year ago Ind $63 in 03 of 1995.
GTE II directing its attention to adding "bItt,r- quality" cUltom.rs due to the
high COltS to add a new customer and the "Way too high- 2.7% monthly chum
rate (industry .wrage chum is about 2%). Customer addition coati dropped
to S358 for the qualter from 1375 in 30. W. believe the new Clllular President
will concentrate Oft margin improvement by reducing chum and the coat of
adding I new .ubIcriber. Operating cuh flow margins improved from 30.2%
to 38.4%.

• At III quarterty analyst meeting on February 15. GTE was aanguinl about
proapectl in long diItance • projecting • 10% martcM thaN of a "'.1 bIIion
addfUllble market from caJII originating in-Ngion over the nut 12 months.
GTE will ,...n long diatance with WorIdCom the principal faclHtill supplier.
W.1ook for GTE to add long diltance customers this quarter. Initial top ine
group WI'U not immIcflltely produce bottom line .arnings. GTE is freer to enter
long distance than RBOC, bIcauH of different COnl.N Decree.

TeIecom...... - II FtOMry 11M



GTE:
Se.t of the Group
Line Growth

c.aular Sublcrlber Add. and Penetration Gain-
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Worst of the Group
Cellular Gains
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Inv••tment
Conclusion

We rnIi'ItUI our 8-••7 opinion an GTE'. ahaNI. GTE'I VP Finance NPlIdId
the campany'l NcMtmber. ,. ptDjectian that ,. EPS wit grow at a .... of
Not Leal than 10%: Delph the pasltiw tone of the quarterty analyst meeting,
GTE ahara dlQPPed 2 '/4 painII or 4.7% an Thul'ldly 211S1H. W. attribute !hll
to WMknIII ecraa the t8IIcom group rather than to~ laid at the
anaIyIf. meeting. GTE yield 4.'% on the current dividend of .,.... w•
... the payout ratio farmg to 15% In 1'" compar8d with 72%. W. u;»eet the
campany'l board to wilily fartgO an inctUM thiI ~ar. With the new telecom
Iegillatian. GTE, unlike the ABOCI, can enter the lang diItancI buline..
immediately and It dau nat haYi to be through a Hparate lublicflAlY - an
opportunity which could provide a boost to .arnings growth in the futura.

T...........-I3'*'-Y'..
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01 .,::t~u....-"
..... '. • lI,.r ?... LIb oa. biI cable ~1Ilft _
II Time Warw". TOIW.......
iDe for ytln tM pramiIt r:l~ ill c:IJlIII
to deUtII' PboDt Mr'fiCl IDlS ciI1Ilr dill
promile III bI( JlllUtlcadoa tor its capital •
apeDd1DI. wbicb 1DC&led about S1.7 biWOD

in I"But DOW. Mr, MaIoDe _ys: "I tbiDll
bave apreay I1lCld bandJe 011 the riRI &lid
probltml," AId be doeIIl't mow wMtMr
the~..y teebnoIoIY tbat cable optrl.
toI1 art aar-ively deploytnr over their
cable I1neI iI''1be npt tlCtmoIorY. riven

J the uncltrsWIdinC .e CWTtnUy baft of
Wbere the bUsiness is lOinC. "

Mr. M&IoDe pulled bact from day'to­
day operaIions at TC1 th1I year to fOCloll OIl
other CUVllioIs of tJle cofDlllllY, aDd to
ponder a retirtmellt in which M would
enjOy IliI a&IflXD-bWlt IO-foot yacht Lib­
erty.

MtlDCime. buIiDea at TCI, wbicb
mdltl14 milliOIlsublcrlbers, took a dirt
tum. The direct·broIdeut sateUite indus'
try ftI mouDC1nI' a major usault Oft
cable'lloartimt monopoly. In TCI's recent
thll"d~r report. whicb Mr. Malone
dubs his '"u~1IP call." the company
IclmoWledrtd JoIinC 70.000 customers,
representiDC potent1a1 revenue of S25 mil·
Uon I year, mainly to rate mcreues and
satellite rinlf.

At the same time, TCI'IItOCi was in tile
doldrlmll. tlWDPiIII ill the S13 I'IZlI' DOt
far from its 52·wlet loW. AId I 115 biwon
pUe of debt. lIrpIy tram buytDf lIP cable
S)'Items, bad iIlytlton worried that TCI
was fiDaad&lly st:rI1tjack.ted Just When it
molt needed a bil investment to ftPt ill
.DeW CllIDpeUt.an.

"OurbiglstCDDCIm: Tbeydidn'tbave
filWldal Del1bWty, " says Neil Bertey, &lI
analyst at Moody's InYeiton 5erYice Inc.,
txpllinin( the .,ency's downrrade of
TCI'I debt to beloW invesanent ende
earlier dIiI yar. "They're increasinl1Y
leverapd at I tiJIlt of iDcreued competi·
tion. IJICI tbat's &lI industry proi)lem, %lOt
Just TCl:'
'Le('. Get RaIl'

111 the fall. Mr. Ma10De put !lis b&Dds
bact on !be tWer ol TCI. rtt1.ll'DUJf to
IHlour days at its headquaners Mrt. His
newplan. besays. is to 10baa to I simpler
lift in tJle cable industZ'Y, He somberly
SUrDS ,lIP !lis new misaion thus: "My job
now IS to prtct the bubble. Let's -t
rtal." .-

W1t1l all tbe lei! of aCDD'Itf'l. be bas a
l1ew Itrmoll, Tbt old cable industry is I
perfect1y IOOd bulinell to lie iD, IJId
shouldn't be peM11zed for fallinr to deliv"
on aLI its promiIeI. be says. Moreovtr,
telepboDt compu1t1 baft rttrU!ed IS
Video competitors to fOCloll on Ionr-distanc!
business.

"RiPt DOW, .e've JOt zero revtnu!
fro~ midential telephon! servtct, dimin­
lShlrll rtvenue from hirb'speed Intemtt,
and 56 billion it! rtvenue from \ic1to enter­
tainment," be SlYS. "And for the Strtet to

PfIGIt 7'lnI to PDqe ,. O>ltmlll 1

-

Malone Says Tel Push
Into Phones, Internet :
Isn't Working for Now
Hype Exceeded Feasibility,

So Cable Company Opts
For Return to Its Roots

'Chasing Too Many Rabbits'

By MAIX RomCIIA~'1

a.n.......-I'" WAYoIftSft JCKlIUIA&.
DINVIR - JobD MaloIe. cbitf of tbe

DltioD'l bilJtltcable COIDPIIly, TIIeoCaID­
mllll1caCioU lDc.. bU a ItuIIIIiII( 1dmII·
1100 to mate. His Widely blUed ¥ilion for
TCI'I future III mUitimedil ponrbouIf
ItnddliDr telnision, telephones aDd tbI
Intlmft. isn't WOItitlI.

It was too ambiCiOUl, cmr hyped. IDd
impQIIible to carTY out on scbedu1e. lie
II)'S. 111 its place. TCI is punuinC I
much~nisbed S1rIttl)' and scrunbl1nr
to make a major rtQUt to its roots iI
cable.

'''e .... lUll c:bIIiD( tao lD&IIy r»
bits at the same time," Mr. Malone says m
lUI nm extended
iIlWVifW ill several
mooUII. .'Tbe com·
PIIlY &at OftfIy lID'
bilioul aboU1 tbe

I tbiDp It CDUld do
, IimUltlDeOUll)',"
.t
f

Tbe IUuy of. mill. Mr. MI·
I IaIM raalel ot!- &lid
d apoqiIII for-
• IDIIt aD unUlUll
a ectmj""", by uy

daIef tllCUtiYe.
TbIy 11'1 tll*i111Y Jo1tR MGlDIIt

to ""- camilli

r- .1 fraIIl tbe .year~ Mr. M&IoDe. wbo bas .
• kin( eDjoyed a reputation II one of the

!E
;"t mClIt lltute and influential YiIioIW'leS of

.. boW new teebnoIofits art trulformilll

.. the media wortd.
• For one. be is abnIptIy mtliJI( !iii

'f kXlptand1nl promise that TCI ftI set to
____-_t bec:ome the powerful lord of the new iDfor·

'! mation superbiPway. usiJl( cable to d~
Itver phone service. the Internet. ud otfter
futuristic Interactive JOOd1ts.

"U you read our &llD1II1 report lilt
year. you'd thiDt we'rt OD~third data,
one-thll"d telephoD. aDd ooe-third Y1deo
entertainment. Instead of 1110' Yideo en­
tertainment and two experiments," be
says, The hype, be concedes, '1JI1Juenced
ourstamnr and tht market's pel't'eJ'tion 01
tht business...

z
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~laloneSaysltx1BJisiOrtfsrtnv-orKin~
Corztmutd From Arst PotJt

~e slttin~ there. 'Boy let's .m tbII CDID­
pann stock beCause (bey doD't m:Jw WbII
they're doing in telepbolly: tbat's braiD
damage."'

He compares TCrs poIJtiCID lDday to a
:!me!! yean aeo. just after be bid joiDed
the company. Tel's stock was I JIIprd. it
had revenue of about S'22 miWoD aDd debt
1)( 5135 million. Lootinr for comtort It Ids
~Jrtnts' house in COnnecticut, be sat wttb
~iS father under a tree in tbe bact)Vd;
Recalls Mr. Malone: "He said. T" belli
readinf about you and Bob [his late put­
ner Robfrt Macnessl. &Dd I tbiDt tbere'.
!Iothlnf wrenI' wtth you CU)'S except 1OUI'
mouth is birrer than )'OW' 1--: You'" rot
:ndirestion from overambitiousness. Bact
up a bit and pace yourself.' "

:\tr. Malone came by bis Dew relilloD
~fter TCI's bleak tbird~uarter reIUItI
promptfd astart reassessment both 1DIIde
and ilutside the c:ompaDy. A rees-na,:
Operatinr cash·now crowth for tbe qUIIUI'
lOas Ur", excludinr &eqUisttioal. well be­
10\1, Wall Street's expettatiOa of dcluJ:eo
d!gJt gTOll'th. ThaI caUlbt tbe lneuUoa of
wnd·rating agencies. Which use tbe debt­
:o-cash·now ratio as I key iDd1cator of I
cable company's health.

~tr. ~lalone says the numbers spurred
~:m to action. "It 1FISn't dlat tbe compuy
suddenly went to hell." he says. "I want to
make thaI very clear. But I poI11ift tbal
lOas expeclfd to happen didD't bappeD: tbe
r~uctlon in the leverqe of tbe complD1.
We had to do somethiDr. Had we DOt. It
,=ould mean tens if DOt bundreds of m1JlloDS
of dollars or losses for our boaclboIders. We
said what we've really lOt to do bert II
!'eprioritize...
Shareholder QuestioIs

~tr. Malone certainly riID alieutiDe
:nvestors with his stratectc about-flee.
:'-Ian}' of them bet bir 011 Ids crud prom­
:ses. only to watch their TCI stock IIDpIIb
amid a historically stronr stock IDII'bt.

Three weeD ago. be $I!ID!DO!Wf Tal
15 biggest shareholders 10 DemIr, GUt­
ilned /lis new plans fOf a pulIblct.1IId tDot
j bar.-age of questions from die P'OUP.
rhe~e are some Sips be WOD tbeir support.
Tr.e company has dramatic:&1ly~

:~s flXus."· says media investar GordoD
\.-~aw;~1rd. money ID&.DII'f at Clpit&1 Re­
;t'Jrrh & ~anarement CO•• 1rbicb OWIIII
ldrge chunk of TCI sbareI. He K,. 1be
('I[h~r in\'estors at the meetiDC are I'DeI'­
,:dly on·board too. "MOlt inftStOrS are
gTea:ly relievfd that JohD is blCk."

~lr. ~falone says he toot pams at Ids
shareholder meetinf to set realistk IOU
~or Tet. That is a bif cbanp for I c:ompuy
tha t has been famously ruuty of PI"OIDisiDr
~ew technology - 500 chanDels. dirttal set.
top !>exes-that it can't deliver OIl time.

.'One way to ret credibility II 10 be my
cautlous. very conservative aboul Wbat we
;ire<llc:." ~r ~alone says. cradl1nr I cup
)f coffee in his spartan office. "I'm not

• IOiDItD let caurbt iD tbe trap ofpredic:tlDr
&II)'tbiDI til part1c:ular.' "

. He DOW says be t&UI peI'IOD&I blame
for tile tadUStry'1 two-yur deIIy til deItY.
ertnr tile new dia1t1J-cable boxes tbat wW
mateb some 01 tile most appea1lDrftau.
of dilit&HateWte senteea. iDdudilll
scores of additioDlJ dwmell. OD-ta'MIl
viewer CUidtS, aDd b1Iber-quaUty ItIUIId
&Del ple:tul'5. "Tbis is my brI.IDebild. I
invested In it. I started it, I beUeft iD it.
aDd rn take all tbe blame for its tardi·
Dell." be MYS.

Ta III1n1dy roI1iD&' out tbe boxes in
500 bOmeS in HarUont. Coml•• Wbere it is
a1Io tesUDr telepbODe set9ice. Other tarpt
test 1le&I: tbe SID PraDciIcD Bay ArIa
and ArtiJlfIDD HeiPts. m. Mr. Ma10De
laYS tbat WbeD tbe boXes are iD wide
releUe commerd&Dy. tbey wW ''tDoct tile
IOCb otf" llteWte-d1sb compaDilS. But It
is UDdeIr bow quiekJy supplier GeDerIl
InstrumeDt CortI. of CbiCllO can produce
tile boles liftll its de1tfery rec:ord III far.

''Wbe!l it ultimatelY tunIS out 10 be
fftr)'tbiD( we boped it would be aDd mort.
tbeD I tbi.Dk we'D be YiDdicateel. .. be KYS.
TbouItl TCI bas pulled back OIl spmi1DI.
for ~way semces. Mr. MIJODe aid be
lsIl't ruJ1DI out success of IDterDet or fYIIl
telepboae busiDeSI. but tbty remaiD roo
expensive 10 build and ma1JltaiD for DOW.

Wb1Je be awaits the Wide disU1buUoD of
his dilit&1 box.. Mr. MIJODe bas turDed
his luentiaD to cutt1D( cabIe-prorram­
miD( COlts. wblc:b be sa)'l ba" baDooDed
outofcontrol. He cut 2.500 staff aDd cutPlY
of lOP manqm up to •.

To reduce debt OIl the parent eompuy
aDd IimpI1ty the buIiDeSI. TCI Is til 'f'U'iOUS
staps of IPiDDiDI otl certa1Il UDits lIIlD
tepIl'Ite securities: Libert)' Medii COrp.
prtWJ"IJDIDiDr assets. iDterDatioaal opera'
tiODs. I satellite busiDesI. aDd most re­
ClDtiy. telepbODy operatiODl. '!'be sbIre:'
boIdeI"I sbOuld lib it, Me. MaJoDe says,
IiDce tbey uted for it.
11Ie Late CIIairmID's Stock

Jl'lD&Il)'. Mr. K&IODe M)'I tbaI TCI's
stDet price II "d1rt dIeap." aDd It it IflS
lIlY cbeaper, tbe COIIlPUIY Will buy bUk
Ibares. lDdeed. tbe depressed stock price
hal tr\ftmd otber CODCel'lll. What is
worr1Jome if it doesD't rise is tba1 the
estate of tile late cbaimWl. Mr. Mqness.
may have to sell aJarrer bled of shares 011
tile open martet to pay the estate lUes.
Which are estimated to be more than StOO
millioD. ac:conlinl to executives familiar
With the will. A buce block of YOtes DO
Ionpr in frieDdly bands could potentially
further depress the stock and looIeD Mr.
MaJoDe's IriP on the company, '!'be will is'
currently closed to the public because of a
protective order by I Denver court.

However. if Mr. M&IoDe's strateIY
worts. aDd TCfs stock value increases. it
could alloW Mr. M&cness's heirs to seD I
smaller block to pay taxes. Either way,
says Mr. Malone. "I have the right of first

reMal.
'1t's dIIrlY 1111 iDtlGt ID mab U'e tbe

tOtiDr stDCt stays iD fUDiIJ or fl1endJY
1WIdI." JIf adds. lDdeed. Cbe TCI board
last montb quieti)' IDJIOWI!CId a special
divideDd to lift tbe beirs 111ft Ii4IUid1ty.
0nersbiP issues IbOWd be raotnd In the
nat sil to DiDe moolbl. Mr. M&Jone
says.
CoIdIdeDce II cable Qief

PuniDI aD end to NIDOI"I swirliDr
IJ'OWId Wall Street aboUt l'RIJIII'II1ent
c:haAps. Me. Ma.IoDesays tbat be hal 11m>
conMeDc:e iD TCI cable dUff Brendan
CIoustoD.

"lIy ambition was to be more iDvestor
aDd dJrtctor IIld to be less of an operatinr
(U)'," Mr. Malone says. "lDd every time r
loot bact lDCf see poor 8reDd&D. I see rve
created quite IrDODSter of I company bm.
w I bad better be!p out from time to I

time."

Mr. MaJoDe bu made DO secret 01 his
desire to spend mort time lway from tbe
operatin&' pressures at TCL He says his
Wile. Leslie. bas urrecr him to doct fewer
bours at tile omee. After a proposed
merpr With Ben AtlaDac Corp. feU
t!Iroufb in 1993. tbeir hopes were momen­
tarily dashed.

TbeIe days. Mr. MIJoDt says be would
muc:b rather be speDd1DIlIIII'e time OIl his
boar Liberty, • stullDia( 192Ds-styie c:om.
muter cratt tbree yean ill tile ma.t1DI,
built With rracetul lines, complel wood
details aDd b1Ib'tec:h c:arbOIl ftber. "I spent
I total of six days 011 that bolt since it was
built. rbope to speDd more ume on it next
summer. 8)' tber1. I bope tile martetplace
questions wW be a.uwerecL,.

,",o.._.e-.........._
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2.

3.

Q.

A.

Q.

A.

Q.

A.

Are you the same Samuel S. McClerren who filed direct

testimony in this proceeding?

Yes, I am.

What is the purpose of your rebuttal testimony?

I update my answer in Direct Testimony regarding

complaints by entities seeking interconnection, access,

or the ability to resell 1ST's services. ICC Staff Ex.

5.00, p. 11. In my Direct Testimony, I expressed

concern about timely submission of the ".:Toint Grooming

Plan" and listed complaints by interconnecting

entities. Since my Direct Testimony was filed, I

received a copy of the .:Toint Grooming Plan and I also

received a data response from Teleport Communications

Group ("TCG").

Does the receipt of the .:Toint Grooming Plan satisfy

your concern?

While I am pleased that 1BT and MFS have completed the

document, I remain concerned about the amount of time

it took to consummate the document. 1BT and MFS, as a

result of a negotiated agreement, took over three

months longer to finish this document than originally
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5.

6.

Q.

A.

Q.

A.

Q.

agreed. If it took this long to finish the document as

a result of a negotiated agreement, I am concerned that

it will take even longer to consummate an agreement

resulting from arbitration.

Why might it take longer to finish a 30int Grooming

Plan document resulting from an arbitration?

There could be more acrimony between the two parties

resulting from the arbitration proceedings.

Is there any other potential reason for sUbsequent

Joint Grooming Plans to take longer to consummate?

Yes. IBT's witnesses in this docket have relied

heavily on the MFSjIBT negotiated agreement as support

for their position that IBT has entered into a binding

agreement for interconnection, and the 30int Grooming

Plan is a key document resulting from this negotiated

agreement. Without the need to support this position,

IBT may not be as motivated to consummate a Joint

Grooming Plan resulting from future agreements.

What is there in the data response from TCG that you

want to address?

3



I

1 A. Staff data request 10 asks TCG to describe any

2 complaints/problems you have against IBT concerning

3 interconnection. TCG states that it has been unable to

4 obtain a satisfactory level of redundancy in facilities

5 interconnecting with IBT.

6

7 7. Q. What is TCG's concern, specifically?

8

9 A. TCG is interconnected with IBT's network throuqh

10 collocations at lBT's tandem switches or the closest

11 collocated end office, each of which has a single point

12 of failure. TCG states that IBT did not allow TCG to

13 implement diverse trunking to avoid a single point of

14 failure, with IBT claiming that its own network was

15 engineered with a single point of failure for many of

16 its routes.

1?

18 8. Q. Have there been any negative repercussions resulting

19 from this lack of redundancy?

20

21 A. TCG stated that the lack of redundant facilities

22 resulted in a service outage for TCG customers for

23 traffic from the 708 and 630 area codes on September

24 20, 1996. TCG stated that the outage lasted from 10:50

25 a.m. to 2:30 p.m., and was caused by an unauthorized

26 contractor dig-in.

4
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3

9. Q.

A.

Does this conclude your rebuttal testimony?

Yes, it does.

5
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STATE OF MICHIGAN
BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

In the matter, on the Commission's own
motion, to consider Ameritech Michigan's
compliance with the competitive checklist
in Section 271 of the Telecommunications
Act of 1996

)
)
)
)
)

Case No. U-III04

AFFIDAVIT OF C. MICHAEL PFAU
ON BEHALF OF AT&T COMMUNICATIONS OF MICHIGAN, INC.

STATE OF ILLINOIS

COUNTY OF COOK

)
) ss.
)

L C. Michael Pfau, being first duly sworn upon oath, do hereby depose and state as follows:

1. My name is C. Michael Pfau. My business address is 295 North Maple

Avenue. Basking Ridge. New Jersey 07920.

2. I am employed by AT&T Corp., and I serve as Division Manager. Local

Services Division Negotiations Support.

3. My responsibilities include helping to develop and communicate the

business requirements to the regional teams negotiating with the Incumbent Local Exchange

Carriers (lLECs). I also assist the regional teams in perfonning feasibility assessment of business

arrangements offered by the ILECs.



MPSC CASE NO. U-ll104
AFFIDAVIT OF . MICHAEL PFAU

4. I began my career in Bell of Pennsylvania. where I had various assignments

in central office engineering, plant extension, circuit layout and regulatory operations. Just prior to

divestiture, I moved to AT&T General Departments, where I was responsible for managing

intrastate service cost models. My next assignment was in an AT&T regional organization

responsible for regulatory implementation support of service and marketing plans within the five

Ameritech states. I then moved to a headquarters position responsible for managing market

research related to business communications services. Immediately prior to my current assignment.

I worked within the product management organization, focusing upon private line data services.

5. I have a Bachelor of Science degree in Mechanical Engineering and a

Masters Degree in Business Administration, both from Drexel University. In addition. I have a

Professional Engineering License from the State of Pennsylvania.

SUBJECT OF STATEMENT

6. My testimony responds to Ameritech's claim that it \\;11 provide

nondiscriminatory access to Ameritech's operations support systems (OSS). a subject addressed in

the testimony of Ameritech witnesses Dwmy, Mayer, Mickens and Rogers.

7. First, I will discuss the requirements for the efficient exchange ofass

infonnation between Ameritech and competitors who resell Ameritech's local services or purchase

unbundled network elements (UNEs). More specifically, I will discuss the requirements for the

-2-



MPSC CASE NO. U-I1104
AFFIDAVIT OF . MICHAEL PFAU

electronic interfaces between AT&T and Ameritech's operations support systems that are necessary

to permit effective competition to develop in the provision of local services.

8. I will then address how the interfaces proposed by Arneritech in this case for

access to its operations support systems and databases do not meet those requirements because (I)

CLECs cannot rely on Arneritech's interface specifications because they are still being revised, (2)

several of the essential ass interfaces which Arneritech claims to have deployed within the last

month have never been used or tested by any CLEe. (3) testing of other OSS interfaces by AT&T

has not produced satisfactory results. and (4) Ameritech has not demonstrated that its interfaces v.ill

provide parity of access to Ameritech's operations support systems.

9. Next, I will address certain deficiencies in the measurements proposed by

Arneritech for determining whether Arneritech is actually providing nondiscriminatory access for

resale services and for unbundled network elements.

OPERATIONS SUPPORT SYSTEMS

10. "Operations support systems" or "aSS" are the systems and databases that

provide essential information and functionality required to perform the pre-ordering, ordering.

provisioning, maintenance and repair, and billing functions for the sale or resale of

telecommunications services.

11. "Pre-ordering" is the process of obtaining the necessary information to

enable the carrier's customer service agent to place an order for telephone service. It encompasses

..
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MPSC CASE NO. U-III04
AFFIDAVIT OF . MICHAEL PFAU

the interaction between the carrier and the customer from the point of initial contact up to the

placement of an order for new service or modification of an existing service. Pre-ordering

ordinarily takes place while the customer is "on the line." Pre-ordering includes a determination of

the customer's existing service, a determination of the availability of new services and features that

might meet the customer's needs, address verification, a determination of whether a site visit is

required to establish or modify service. the scheduling of any appointment, the assignment of any

new telephone numbers, and establishing a date for the commencement of service.

12. "Ordering" is the process of placing an order for telecommunications

service. For purposes of this proceeding. ordering is the process by which AT&T places an order

""ith Ameritech for the provision of either local service resale or unbundled network elements

necessary for AT&T to deliver service to AT&T's local retail customers.

13. "Provisioning" is the process of implementing the order for

telecommunications service. including initial order verification. firm order confirmation. the

monitoring of service order status, and order completion. For purposes of this proceeding,

provisioning is the process by which Ameritech implements an order from AT&T for a resold local

service or unbundled network elements as part of AT&T's establishment of local retail service for

its customers.

14. "Maintenance and repair" refer to the monitoring and fault management

activities. including trouble reporting and the monitoring and correction of reported troubles, to

assure proper functioning of local services.

-4-



MPSC CASE NO. U-ll104
AFFIDAVIT OF . MICHAEL PFAU

15. In the case of local service resale and the purchase of unbundled network

elements. "billing" refers to the processes by which Ameritech must record and transfer to AT&T

the customer usage data and service element detail that AT&T needs to bill its retail customers for

local service. Billing also includes, when AT&T uses a UNE local switching element to provide

service, any information necessary to bill interconnecting carriers for either local exchange access

services or other terminating local usage.

16. The establishment of efficient mechanisms and procedures for the exchange

of information between the operations support systems of Arneritech and AT&T. or for that matter

between Ameritech and other comPetitive local exchange carriers (CLECs). is absolutely essential

for the development of meaningful competition in the provision of local services. When AT&T

first enters local exchange service markets in Michigan on a large scale. its ability to provide local

services to customers \\ill be highly dependent upon its ability efficiently to obtain local services

and unbundled network elements from Arneritech. which \\ill depend in tum upon the efficient

exchange of information between AT&T and Arneritech across all of the previously described ass

functions. Most of the necessary information for respon~ing to initial service requests and for

establishing, maintaining, and billing for service resides in the various operations support systems

of Arneritech. Ameritech is thereby in a position to control the availability. accuracy and timeliness

of information that is essential to AT&Ts ability to compete.

-5-
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NONDISCRIMINATORY ACCESS TO OPERATIONS SUPPORT SYSTEMS

17. In order to be an effective competitor in the provision of local services,

AT&T must minimally be able to obtain the infonnation in Ameritech's operations support systems

\\ith no less timeliness, accuracy, or ease of access than that experienced by Ameritech personnel.

If. for example. a customer calling to inquire about obtaining service from AT&T cannot get timely

answers to hislher questions because AI&T's customer service agent has difficulty obtaining

accurate and timely infonnation from Ameritech's operations support systems. then the customer

v.ill perceive AI &1's service as inferior, and there will be a very real risk the customer \\ill not

take service from AT& T, or will switch back from AT&T to Ameritech.

18. The FCC recognized the importance of nondiscriminatory access to

operations support systems for the development of competition in its First Report and Order in

Docket No. 96-98 where the Commission stated that:

"[1]f competing carriers are unable to
perfonn the functions of pre-ordering, ordering, provisioning.
maintenance and repair, and billing for network elements and resale
services in substantially the same time and manner that an
incumbent can for itself, competing carriers \\111 be severely
disadvantaged, ifnot precluded altogether, from fairly competing.
Thus providing nondiscriminatory access to these support systems
functions, which would include access to the information such
systems contain, is vital to creating opportunities for meaningful
competition." I

I strongly agree with those statements.

First Report and Order, Implementation of the Local Competition Provisions in the
Telecommunications Act of 1996, CC Docket No. 96-98 (released August 8, 1996), at 1 518.

-6-
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19. In its August 8, 1996 order. the FCC ordered that "an incumbent LEe must

provide nondiscriminatory access to their operations support systems functions for pre-ordering.

ordering. provisioning, maintenance and repair, and billing" that is comparable to the access that is

available to the LEC itself. (~ 523)

20. In order to establish parity ofaccess. Ameritech must demonstrate that its

ass interfaces provide (l) equivalence of information availability, (2) equivaJence of infonnation

accuracy. and (3) equivaJence ofinfonnation timeliness. Ameritech apparently agrees with the

critical nature of these tests as demonstrated by their proposaJ to measure exactly these parameters

as part of shov.ing their ass access is nondiscriminatory (Mickens. Illinois Testimony. pAl).

Beyond demonstrating attainment of these three conditions, Ameritech's ass interface must be

shov.n to be equally capable of supporting service delivered either through the resale of local

services or through the use of unbundled nern:ork elements. Moreover each interface must

demonstrate the ability to handle the transactional load reasonably expected to occur as the

competitive marketplace develops.

21. EquivaJent information availabili.ty means that Ameritech must deliver to

the CLEe. to no lesser a degree than it does for its own employees all data necessary to support a

specific transaction and the delivered data must be in useable formats and unambiguous to the

recipient and not entail human intervention in order to acquire the data. The extent of human

interaction is a genuine concern in that it raises the possibility of error interjection and slower

-7-


